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ECONOMIC RELATIONS WITH LATIN AMERICA 





RESSURE is building up in Latin America for a review 

and reordering of relations, particularly economic rela- 
tions, among the Western Hemisphere republics. The 
President of Brazil, Juscelino Kubitschek, took the problem 
up a month ago in a letter to President Eisenhower; more 
recently, in a broadcast address at Rio de Janeiro on June 
20, Kubitschek called for an inter-American conference ‘on 
the highest political level of the continent” to seek remedies 
for the “‘disease of underdevelopment.” 


Whether a conference of the presidents of the 21 Amer- 
ican republics actually will be convened probably will be 
clarified when Secretary of State Dulles makes a scheduled 
visit to Brazil in the first week’ of August. A lower-level 
parley may be considered a more effective forum for at- 
tacking the complex economic problems in question. What- 
ever the medium, it is becoming plain that United States 
participation in a curative effort in Latin American coun- 
tries beset by chronic economic ills is essential to improve- 
ment of over-all relations in the hemisphere community. 


The violent mob attack to. which Vice President Nixon 
was subjected in Caracas, Venezuela, on May 13 shocked 
the people of the United States into awareness of the fact 
that something had gone radically wrong in inter-American 
relations. Nixon himself, though blaming “Communist 
bullies” for engineering the outbreak, was the first to say 
that “‘We need a reappraisal of our policies so that we can 
counteract what has been a very insidious effect of the 
Soviet propaganda and subversive offensive.” The Vice 
President said on his return home, May 15, that “The prob- 
lem in South America is accentuated by economic factors— 
like the fall in the prices of coffee, tin, wool-tops, lead, zinc 


and copper—which have increased the difficulties for the 
moment.” 


President Kubitschek used the occasion of Nixon’s un- 
friendly encounters in Lima, Peru, as well as Caracas to 
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write President Eisenhower on May 28 that “‘the hour has 
come for us to undertake jointly a thorough review of the 
policy of mutual understanding on this hemisphere.” Eisen- 
hower’s reply on June 5 proposed consultations between 
the U.S. and Brazilian governments as a preliminary to 
united action by the American republics to promote their 
common interests and welfare. 


Strong support for an inter-American economic confer- 
ence was voiced, June 15, in a Rockefeller Brothers Fund 
report on foreign economic policy. The report declared 
that it was “imperative for the United States to cooperate 
closely with its Western Hemisphere neighbors [including 
Canada] in the solution of problems that necessarily are 
of common concern.” It was suggested that an economic 
conference, among other things, should aim to find prac- 
tical means of moderating extreme price fluctuations in 
commodity trade; devise ways to promote general economic 
development, possibly through an inter-American develop- 
ment authority; and work toward agreement on formation 
of an inter-American common market or regional markets 
and an inter-American payments union. 


ECONOMIC INTERDEPENDENCE OF THE AMERICAS 

Despite complaints from Latin American nations that 
they have not been given a fair share of U.S. foreign aid, 
hardly anyone in this country will dispute the importance 
of Latin American friendship. The neighbor republics, 
and in particular those in the region of the Caribbean Sea, 
lie on the southern threshold of the United States. Growth 
of hostile elements there raises a threat to the security of 
the Panama Canal and of U:S. bases in Puerto Rico and 
Cuba. From a military standpoint alone, it is obviously in 
the interest of the United States to have practical concern 
for Latin American economic welfare. 


The 20 Latin American republics have a population of 
about 183 million people, as compared to 174 million in 
the United States. It is estimated, moreover, that by the 
year 2000 the countries to the south will have 500 million 
inhabitants and the United States barely half that number. 
Latin America already constitutes the largest regional for- 
eign market for U.S. manufactures and is second only to 
Western Europe as a buyer of U.S. goods of all types com- 
bined. Latin Americans in 1957 took 24 per cent of U.S. 
non-military exports, valued at $4.7 billion, and sold to this 
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LEADING U.S. Imports FrRoM LATIN AMERICA IN 1957 
Per cent of 


Commodity total imports Principal suppliers 
Bananas 100 Costa Rica, Guatemala, Honduras 
Coffee — 20 Brazil, Colombia, Costa Rica, 

Guatemala, Honduras 
Cane sugar an $e Cobe 
Cocoa : 51 Brazil, Costa Rica 
Petroleum and products _ 54 Colombia, - Venezuela 
Zine ore } 62 Mexico, Peru 
Copper Kies }«6GnEe, Peru 
Lead EARP RTE Mexico, Peru 
Iron ore sits __ 54 Venezuela 
Tungsten atiesinniinieneea | me 
Wool (unmanufactured).... 28 Argentina, Uruguay 


SOURCE: Foreign Commerce Weekly, May 12, 1958, and United 
Nations. Commodity Survey, 1957. 
country $3.8 billion worth of materials making up 29 per 
cent of total U.S. imports. 


The importance of trade with Latin America is measured 
in strategic as well as dollar terms, for the United States 
depends on its southern neighbors for many industrial raw 
materials and foodstuffs. In times of war or threatened 
war, easily accessible Western Hemisphere materials would 
be of vital importance. Even at other times, Latin Amer- 
ican raw materials will be utilized in ever greater propor- 
tions as U.S. domestic resources become depleted and in- 
dustrial needs increase. 


EFFECTS OF LOW PRICES FOR LATIN PRODUCTS 


Heavy reliance by many of the Latin American countries 
on food and raw material exports has been responsible 
during the past year for economic hardship which has con- 
tributed significantly to spread of anti-Yankee feeling. 
Prices of the primary commodity exports have been declin- 
ing while prices of manufactured imports have been rising. 
What this means to the various economies is evident from 
the fact that virtually all of their export earnings come 
from primary commodities, and many of the countries are 
largely at the mercy of world prices for a single commodity. 
Coffee sales account for 83 per cent of Colombia’s export 
income, for 71 per cent of what Guatemala takes in from 
exports, and for 64 per cent of the export earnings of 
Brazil. Bolivia derives 62 per:cent of its export income 
from shipments of tin ores; Chile gets 61 per cent from 
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copper; Venezuela, 94 per cent from petroleum; Peru, 30 
per cent from copper, lead, and zinc combined.' Even a 
small drop in prices of these commodities causes a sizable 
loss of income for the producing country. 


A study prepared for an economic conference of the 
Organization of American States, held at Buenos Aires 
last summer, emphasized the hazards confronting one-com- 
modity countries: 

What renders the product of instability of individual sectors so 
much more serious in underdeveloped countries than in developed 
ones is that none of the cushioning conditions exists. The export 
sector which produces a few unstable products often overshadows 
the rest of the economy. When exposed to destabilizing influences, 
resources cannot shift to other uses, and the government usually 
is not strong enough financially to extend much aid to those ad- 
versely affected.2 


The impact of recent economic crises in Latin America 
has been accentuated by their occurrence in the midst of 
a postwar “revolution of rising expectations” in which the 
people have been looking to their governments to promote 
economic development and higher living standards. Gov- 
ernments which are ferced to reduce social benefits or pare 
down development plans face political danger. 


The United States, as Latin America’s biggest customer, 
tends to incur much of the blame for these difficulties. But 
world coffee prices, for example, have fallen in part be- 
cause cultivation of cheaper African coffee was stimulated 
by the initial success of Brazilian moves to keep coffee 
prices high. Petroleum prices have begun to drop for a 
different reason. Since the Suez Canal got back into full 
operation, following the blockage in. 1956, less costly Middle 
Eastern oil has become available again in ample quantities 
and demand for the Venezuelan product has declined. 


Over-expansion of Latin American productive facilities 
during and immediately after the Korean War, largely at 
the insistence of this country, termination of U.S. stock- 
piling programs, and, in particular, reduction of demand 
as a result of the current recession in the United States 
have all contributed to depress metal prices. Although 
other factors also have been operative, Latin Americans 


* United Nations Commission on International Commodity Trade, Commodity Sur- 
vey, 1957 (1958). The percentages represent an average of the three years 1953, 
1954, and 1955. 


* Organization of American States, Instability in the Latin American Export Mar- 
kets and Terms of Trade (July 1957), p. 19. 
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Economic Relations With Latin America 


affected by drops in prices of copper, lead, tin, and .zine 
are inclined to hold the United States responsible for fore- 
ing them into financial straits. 


PLEAS FoR AID THROUGH COMMODITY AGREEMENTS 

To stabilize commodity prices and avoid extreme fluctu- 
ations, many Latin American economists have urged that 
the United States enter into international agreements under 
which maximum and minimum prices for basic commodi- 
ties would be set. Washington policy makers tried in the 
past to steer clear of commodity agreements, which limit 
the free play of supply and demand. Commodity pacts 
which the United States supported—like the International 
Sugar Agreement of 1937 and the International Wheat 
Agreement of 1949—were aimed. primarily to guarantee 
domestic producers a specific share of the market or an 
established world price. And the result frequently was to 
maintain higher prices in the United States than elsewhere. 


The Eisenhower administration avoided ‘such commit- 
ments in the belief that they would aggravate inflationary 
tendencies. A step in the opposite direction was taken in 
1956 when the Commodity Credit Corporation began to 
offer surplus cotton for sale abroad at competitive world 
prices. This policy amounted to acknowledgment -that 
efforts to support cotton prices- had only encouraged addi- 
tional production in this.and other countries. 


The value of a commodity agreement with Latin Amer- 
ican nations to cover coffee or any metal would depend in 
the long run on the floor and ceiling prices agreed upon be- 
tween the producing and consuming countries, the capacity 
of the pact to cope with cyclical and seasonal changes, 
and the over-all balance of supply and demand. The main 
danger of such commodity agreements, U.S. economists 
have pointed out, is that influential raw material producers 
in each country might attempt to dictate price levels with- 
out sufficient consideration of consumer interests. . “Gov- 
ernments would tend continually to press for a higher level 
of prices for their own exportable raw materials, and would 
interfere with any attempt by the [commodity agreement] 
management to liquidate accumulated stocks.” ® 


Secretary Dulles indicated at a news conference on April 
15, however, that the administration was now prepared to 


* Edward S. Mason, Controlling World Trade: Cartels and Commodity Agreementa 
(1946), p. 168. 
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look sympathetically on arrangements to cushion the im- 
pact of lower commodity prices. Stressing the point that 
no one pattern was applicable in all cases, he said the gen- 
eral approach was to try to find “a program which is fair 
to all and which mitigates the grievous consequences of a 
[price] decline.” Dulles said’ on June 10 that the State 
Department was joining in “consultations and discussions 
which will tend more to keep [coffee] production in line 
with consumption.” Negotiators had met with represen- 
tatives of Latin American coffee-producing nations over the 
Memorial Day week-end to examine marketing problems; 
at subsequent meetings representatives of African and 
European colonial coffee-producing nations joined the study 
group, which was organized on a permanent basis with 
the U.S. representative at ‘its head.‘ 


FEAR OF INCREASED U.S. IMPORT RESTRICTIONS 

Falling commodity: prices: have raised fears in Latin 
American producing countries that the United States will 
impose additional import restrictions on the commodities 
of which it also is.a producer. Voluntary quotas on im- 
ports of crude petroleum into this country forced a cut of 
about 5:per cent in Venezuelan oil production last year, and 
the quotas were extended in May 1958 to other petroleum 
products. Resentment over: these restrictions was held 
partly responsible for. Nixon’s stormy reception at Caracas. 


The prospect of U.S. tariff increases on metals has been 
more disturbing for Latin America because metal-produc- 
ing countries like Chile, Mexico, and Peru are less well off 
than Venezuela. Domestic copper producers have long 
sought to limit copper imports, and the Tariff Commission 
decided on April 24 that increased tariffs or a system of 
quotas on lead and zine imports were necessary to protect 
domestic producers from foreign competition. 


Although President Eisenhower was supposed to act on 
the Tariff Commission recommendations within 60 days, 
the White House announced on June 19 that his decision 
would be deferred pending action by Congress on admin- 
istration proposals. to subsidize domestic metal producers. 
The proposals, forwarded to Congress on May 22, call for 
payments to producers to make up the difference between 
what their output, within certain limits, brings in the open 


* Seven of the principal Latin American coffee countries entered into an agreement 
last October to reduce exports by from 10 to 20 per cent. 
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Economic Relations With Latin America 


market and what it would have: brought at specified 
“stabilization prices.””> The administration recommended 
that the plan apply to lead, zinc, and a few other metals; 
copper was originally included, -but a one-year stockpiling 
program was substituted for that metal. A duty of 1.7¢ 
a pound also was imposed on copper imports July 1. 


Latin American countries have long-standing complaints 
against various U.S. tariffs. The 50 per cent duty on wool 
tops (partly finished wool), for example, has virtually cut 
Uruguayan wool out of this country’s market. U.S. sani- 
tary code provisions have been applied to exclude meat 
shipments from Uruguay and from Argentina. And cotton 
tariffs have hampered U.S.-Peruvian trade. 


When spokesmen for this country try to justify tariff 
levels by emphasizing the need to protect the living stand- 
ards of U.S. workers, Latin Americans are not impressed. 
Colombian Foreign Minister Carlos Sanz de Santa Maria 
said on April 16: “In our rural areas the farm worker’s 
wage varies from 40c to $1 for eight hours’ work. The 
fruit of his labors is exchanged for goods manufactured in 
countries where the hourly wage is five or ten times what 
he earrs in a day. Nevertheless, in some quarters it is 
thought that coffee enjoys a fair and remunerative price. 
The same thing. applies to copper, tin, bananas, lead, wool, 
and other of our products.” Insofar as tariffs attempt 
to equalize high domestic and low foreign labor costs, they 
seem in some Latin American eyes to perpetuate the lower 
wages prevailing in the sister republics. 





Course of Economic Relations Since. 1933 





COMPLAINTS about commercial policies of the “Colossus 
of the North” can be traced back at least to the early part 
of the present century, when the so-called (Theodore) 
Roosevelt corollary to the Monroe Doctrine was invoked as 
authority for intervening in the affairs of unstable Latin 
American countries. The term “dollar diplomacy,” which 
gained wide usage before World War I, was coined to 
describe the policy of free resort to governmental powers 


= The Senate Interior Committee approved the administration program, June 27, 
with a liberalized schedule of stabilization prices. 
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to protect or advance the foreign interests of individuals 
and corporations. Dollar diplomacy, practiced most notice- 
ably in the Central American and Caribbean areas, gen- 
erated considerable ill will because the countries affected 
were not in position to make effective protest. 


Relations improved when the United States, during 
World War I, became the principal trader with Latin Amer- 
ican countries and the volume of commerce multiplied. 
However, U.S. intervention in Caribbean and Central 
American countries angered increasingly nationalistic 
Latin peoples after the war. That was the period, more- 
over, when Latin American governments were borrowing 
improvidently from a_ speculation-minded U.S. public. 
When the economic tide turned, the high tariffs on Latin 
American export commodities imposed by the Hawley- 
Smoot Act of 1930 compounded the difficulty of servicing 
the bond issues floated in the United States, and most of 
them went into default. 


Goop NEIGHBOR POLICY AND WARTIME COOPERATION 


President Franklin D. Roosevelt declared in his first in- 
augural address that “in the field of world policy” he would 
“dedicate this nation to the policy of the good neighbor.” 
The good neighbor policy became identified particularly 
with Latin America, where - Roosevelt and Secretary of 
State Cordell Hull made special efforts to promote an at- 
mosphere of good will. The Reciprocal Trade Agreements 
Act of 1934 provided a vehicle for improving economic rela- 
tions and was applied most extensively, in the beginning, 
in the region of Latin America.. The first trade agreement 
was concluded with Cuba, and it helped to double com- 
mercial exchanges with that country within a year. Trade 
agreements were entered into eventually with all except 
a handful of the sister republics. 


Inter-American good will and economic cooperation were 
of increasing importance to the United States in the late 
1930s. German and Italian commercial interests, encour- 
aged by aggressive Nazi and Fascist governments, were 
expanding rapidly in the southern continent and threatened 
to undermine U.S. influence there. To combat totalitarian 
propaganda, develop the concept of hemispheric solidarity, 
and tighten cultural and commercial bonds, the United 
States relied primarily on the work of Pan-American con- 
ferences and on extension of Export-Import Bank: loans. 
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After Pearl Harbor, most of the Latin American coun- 
tries severed relations with the Axis powers. But because 
more than 20 per cent of the business concerns in Latin 
America had been accused of anti-American activities, a 
conference was held in July 1942 to draw up controls on 
economic intercourse between Western Hemisphere and 
Axis countries. To maintain economic stability in Latin 
America, as well as to guarantee a flow of necessary raw 
materials to the United States, the Board of Economic 
Warfare, established at Washington in 1941, made quar- 
terly allotments of materials to be supplied by the various 
countries. At the same time, preclusive purchasing agree- 
ments were entered into to prevent enemy access to strat- 
egic metals, rubber, cotton, and nitrates. 


Other ties were forged during the war. The Coordinator 
of Inter-American Affairs was authorized to help finance 
more than 500 health and sanitation projects. The Inter- 
American Development Commission, set up in 1940, organ- 
ized national branches in every southern republic to pro- 
mote expansion of production and trade. Finally, to avoid 
slighting the needs of Latin American countries themselves, 
an American Hemisphere Exports Office was set up within 
the State Department’s Board of Economie Operations. 


DIFFERENCES OVER POSTWAR ECONOMIC POLICIES 


After the war, Latin Americans promptly turned their 
attention to economic problems.. John M. Cabot, Assistant 
Secretary of State for Inter-American Affairs, pointed out 
in October 1953, after visiting all of the republics, that 
“There are as many diversities among them as there are 
problems created by diverse national geniuses; but two 
allied aspirations shine like two great beacon lights in all 
of them: a desire to develop their economies and a desire 
to raise their standards of living.” 


The Latin American nations have had some success in 
those directions. Combined industrial production in the 
20 countries rose at an annual rate of 6.3 per cent between 
1945 and: 1955, although population increases held the per 
capita gain to about 3 per cent. In 1956 and 1957 the rate 
of growth of industrial production was only 3 to 4 per cent. 
As a result, per capita income has not increased appreciably 
since 1955 for the area as a whole, and. in some countries, 
including Bolivia, Chile, and Colombia, it has declined. 
Even in Venezuela, by far the richest nation in Latin 
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America, per capita income amounts to less than $800 a 
year; in Haiti, the poorest country, per capita income is 
under $100. 


Many Latin Americans feel that the United States has 
not given full support to their postwar economic efforts. 
In fact, this country is accused of being concerned almost 
exclusively with development of continental anti-Commu- 
nist solidarity and military security. The United States 
saw to it, Latins observe, that mutual defense ties were 
reinforced immediately after the war through the Inter- 
American Treaty of Reciprocal Assistance, signed at Rio 
de Janeiro on Sept. 1, 1947. The United States also backed 
political cooperation through establishment of the Organi- 
zation of American States in 1948. And+‘at Caracas in 
1954 it obtained from its somewhat reluctant neighbors a 
“Declaration of Solidarity for the Preservation of the 
Political Integrity of the American States Against the In- 
tervention of International Communism.” & 


The United States, it is contended, has consistently 
blocked development of an inter-American economic policy 
entailing obligations comparable to the military and polit- 
ical commitments. At the Inter-American Conference at 
Bogota in 1948, at the O.A.S. economic conference at Rio 
in 1954, and, most recently, at the Buenos Aires economic 
conference last summer, the Latin American republics vir- 
tually ganged up to press their demands, but to no avail. 
What they wanted to achieve was twofold: Participation 
of the United States, as chief consuming nation, in com- 
modity agreements; and establishment of a U.S.-backed 
inter-American development fund. 


Latin Americans have complained that under the Mar- 
shall Plan, Point Four, and Mutual Security programs, the 
United States has given Europe almost $30 billion and 
Asia almost $20 billion for economic development, whereas 
Latin America has received less than $1 billion. Only 3 
per cent of the total foreign aid appropriation for fiscal 
1959 will go to Latin American countries. Use of U.S. 
foreign aid funds to-.promote production of coffee, cotton, 
cacao, and other directly competitive commodities in Africa 
and Asia also has been a source of annoyance to this coun- 
try’s Latin neighbors. 


©The United States was unable at the same conference to. win support for specific 


measures against the then Communist-dominated government of Guatemala. See 
“Communism:in Latin America,” E.R.R., 1954 Vol. I, pp. 161-180. 
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MILTON EISENHOWER’S ECONOMIC PROPOSALS IN 1953 


Shortly after President Eisenhower assumed office, Sec- 
retary of State Dulles declared, March 23, 1953, that it was 
“the purpose of this administration to pursue with in- 
creased vigor and effectiveness the development of rela- 
tions of mutual trust and respect with our sister republics.” 
One of the President’s first acts was to send his brother, 
Milton Eisenhower, with a staff of experts on a combina- 
tion goodwill and fact-finding tour through South America. 


“Fhe greatest single opportunity to strengthen relations 
between the United States and the republics of Latin Amer- 
ica,” Eisenhower reported on his return, lay in “overcom- 
ing the present lack of understanding on both sides with 
respect to economic problems.’”’ He made nine specific 
recommendations for action by the United States to im- 
prove economic relations with Latin America—recom- 
mendations which, some observers have noted, are as valid 
today as they were in 1953 and which, if: followed, might 
have prevented growth of the present resentment. The 
President’s brother called for: 

A stable and consistent trade policy with a minimum of mech- 
anisms for raising tariffs and setting quotas. 


2. A stockpiling program for imperishable materials the prices 
of which are declining. 


3. A review of tax law obstacles to U.S. investment abroad. 
4. Substantial public loans for sound economic developments for 
which private financing is not available. 
5. Offers of appropriate technical help where needed. 
6. Grants of surplus food supplies in exceptional circumstances. 
7. An expanded technical cooperation program. 
Vigorous support of O.A.S. technical agencies. 


9. Continued support of the United Nations Economic Commis- 
sion for Latin America and other U.N. bodies. 


4 


“In the long view,” Eisenhower concluded, ‘economic co- 
operation, extended to help the people of Latin America 
raise their level of well-being and further their democratic 
aspirations, will redound to their benefit and to ours.” 7 


Milton Eisenhower is expected to depart soon on 
another mission to neighboring Latin nations—this time to 
the six republics of Central America. The visit, originally 
planned to take place a month earlier, was postponed after 
the hostile reception accorded Nixon in South America. 


7 Milton S. Eisenhower, Report to the President: United States-Latin American 
Relations (1953), pp. 15- 35. 
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Requirements for Economic Development 





UNITED STATES officials, sympathetic to Latin American 
aspirations for greater economic stability and higher living 
standards, ayree ‘that these goals are attainable only in 
diversified, industrial, and highly productive economies. 
However, wide differences have arisen between U.S. and 
Latin American planners as to the most effective means of 
achieving industrialization and diversification. 


The dispute centers principally around the question of 
how projects. for industrialization can be financed— 
whether by loans from foreign governments, as the Latin 
American republics would prefer, or by private foreign 
capital, as the United States would like. Latin Americans 
have been turning.more and more since World War II to- 
ward their own governments, instead of foreign business 
interests, for the impetus and planning required for eco- 
nomic development. And the Latin American governments 
have made a major effort “to nationalize the public utili- 
ties, railroads, important industries, and mines, to praise 
the national product, and to rewrite the constitutions in 
order to emphasize national economic controls, political and 
social order, and the dignity: and rights of national labor.” ® 


The United States has firmly refused large-scale finan- 
cial assistance to Latin American governments except in 
extraordinary circumstances. . Assistant Secretary of State 
Rubottom outlined the administration’s stand on March 21: 


The United States . .. believes in private enterprise because 
of its proven success. We also know that private investors are 
willing to commit large amounts of capital in almost any area 
where conditions promise mutually beneficial results; it is also 
evident that there is a limited amount of public money available. 
Therefore, we have recognized, most recently. at the Buenos Aires 
economic conference, that the additional great sums required 
for the development of Latin America can only be supplied through 
a combination of private and public funds. Thus we say that, if 
private capital is available in adequate amounts and on reasonable 
terms for a given project, it is our policy now, as it has been for 
years, not to have our public lending agencies compete with such 
capital. This policy is not pointed at any given industry but 
applies across the board. 


U.S. private investment in Latin America, now estimated 


* Thomas W. Palmer, Jr., Search for a Latin American Policy (1957), p. 39. 
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Economic Relations With Latin America 


at about $815 billion, increased by over a billion dollars 
in 1957 alone. A recent study by the Department of Com- 
merce found that in 1955 U.S. companies in Latin America 
paid salaries aggregating $1 billion to 625,000 employees, 
only 9,000 of whom came from the United States. Taxes 
paid by the companies to the Latin American governments 
in the same year amounted to more than $1 billion.® 


CONDITIONS FOR OPERATION OF FOREIGN COMPANIES 

Feelings of Latin Americans about these enterprises vary 
considerably. In general, the more local employees hired, 
the more local manufacturing centers set up, and the more 
local interests promoted, the greater welcome a company. can 
expect. Sears, Roebuck and Co. is frequently mentioned as 
one of the most popular U.S. enterprises abroad because it 
follows such policies. On the other hand, some United 
States companies, particularly those exploiting mineral re- 
sources, have become targets of strong nationalist criti- 
cism. Where U.S. employees are favored more than native 
workers, and where the interests of stockholders at home 
appear to be put above those of the host country, bad feel- 
ing is quick to develop. 


Several different methods of controlling, or sometimes in 
effect discouraging, powerful foreign enterprises have been 
devised. Most countries require the hiring of a large per- 
centage of local workers; many encourage formation of 
joint companies in which 51 per cent or more of. the stock 
is held by the host country’s government or citizens. Some 
countries have revised their tax schedules to encourage 
foreign companies to reinvest their profits within the coun- 
try. Others have surrounded foreign enterprises with such 
a maze of regulations and ‘restrictions, designed to protect 
domestic business, that foreign companies have found it 
impossible to operate. 


economy, the record of countries which have welcomed for- 
eign capital is persuasive. The four countries which to- 
gether account for two-thirds of United States investment 
in Latin America—Brazil, Cuba, Mexico; Venezuela—have 
achieved the greatest postwar economic progress. Vene- 
zuela’s decision to allow foreign-companies to develop its 
oil resources yielded the government tax and other revenues 


Despite nationalistic yearnings for a wholly self-owned 





* U.S. Department of Commerce, U.S. Investments in the Latin American Economy 
(1957). 
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amounting to $836 million in the first nine months of last 
year. Since 1945, Venezuela’s gross national product has 
increased by 132 per cent, Mexico’s by 90 per cent, and 
Brazil’s by 79 per cent, as compared with an average in- 
crease of 73 per cent for all other Latin American republics. 
In Argentina, where foreign investments have long been 
suspect, the gross national product remained constant from 
1948 to 1953 and has increased only slightly during the 
last five: years. 


PRIVATE Vs. PUBLIC EXPLOITATION OF OIL DEPOSITS 


Petroleum is a key commodity in Latin America on sev- 
eral counts—economic nationalism, industrial development, 
relations with the United States. It has given Venezuela 
the opportunity, sought by every other Latin American 
state, to move toward an industrialized 20th century econ- 
omy. . But for the other countries, particularly the more 
advanced countries, petroleum poses a serious political and 
economic dilemma. Both Argentina and Brazil face a need 
for oil ‘that ‘is increasing in direct proportion to their 
progress in developing new industries. Both now have to 
import most of their petroleum requirements—Brazil more 
than 80 per cent and Argentina about 75 per cent—with a 
resultant drain on meager foreign exchange reserves. 


At the same time, Argentina and Brazil are committed 
to-an oil policy designed to keep full control of domestic 
petroleum resources.in government hands. Popular opin- 
ion fully supports the. Y.P.F. (Yacimientos Petroliferos 
Fiscales) in Argentina and Petrobras in Brazil and would 
strongly oppose any move to share resources with foreign 
enterprises. However, it was indicated recently that the 
Argentine government was reluctantly coming around to 
the conclusion that foreign help would be needed for oil 
development. 


Shortages of government funds have been a serious 
handicap to the exploration and development of new oil 
resources, especially in Argentina. The U.S. Export- 
Import Bank and the International Bank for Reconstruc- 
tion and Development have steadily refused to lend money 
for oil exploration, always an expensive and risky under- 
taking, on the ground that private capital is available. Thus 
in the present period of falling commodity prices, declining 
foreign exchange reserves, and increasing oil needs, the 
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United States has been accused of trying to sabotage na- 
tional oil projects. Adolf A. Berle, Assistant Secretary of 
State from 1938 to 1944, took issue with such accusations 
on June 5: 

We can sympathize with Brazilians and Argentines who want to 
develop their own oil. But they do not have thé right ‘to blame 
the United States when they find that just as it took the United 
States fifty years of loss and sacrifice to develop such an industry, 
it may take them equally long. They have no right to claim that 
the United States was either imperialist or colonialist. 


However, the Export-Import Bank is reportedly consider- 
ing modifying its policies to allow nationalized. oil com- 
panies long-term credits for purchase of U.S: refinery and 
pipeline equipment. 


WivE NEED oF FISCAL REFORMS TO CURB INFLATION 


Another aspect of U.S. economic policy that has been 
unpopular in some circles is insistence that. Latin Amer- 
ican countries clean house economically before seeking for- 
eign assistance. Inflation is a major problem in most of 
the countries and Washington officials have long been press- 
ing the southern republics to cope with it more realistically. 
A recent study by the Chase Manhattan Bank indicated that 
in mid-1957 the cost of living stood at four and_ one-half 
times the 1946 level in Brazil,.at about seven times that 
year’s level in Argentina, more than 25 times in Chile, 43 
in Paraguay, and 119 in Bolivia.'° 


Although the inflationary spiral has been slowing down 
somewhat, it remains a significant obstacle to industrial 


development. According to a recent market survey in 
Fortune magazine: 


Inflation, whether overt or repressed. through the gadgetry of 
price control, tends to discourage exports. At the same time, 
a plethora of money and credits at home tends to increase domes- 
tic demand for imports from abroad. -The net result has been to 
force Latin American countries into outright devaluation of their 
currencies or more often into the subterfuge of exchange controls, 
rationing of imports, and multiple exchange rates (as‘in Brazil), 
which increase speculation and profiteering and at the same time 
discourage foreign investment.11 


Inflation has led Latin Americans to protect their own 
capital either by investing it abroad or by putting it into 


1 Latin American Business Highlights, Fourth Quarter, 1957, p. 5. 


“Carl Rieser, “Latin America: the Pains of Growth,” Fortune, 


February 1958, 
p. 119. 
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real estate or other tangible property, notwithstanding the 
pressing capital needs of domestic enterprises. 


Many observers blame Latin American governments for 
encouraging inflation through deficit financing of basic 
development projects. The solution usually advocated by 
U.S. economists is to reduce government expenditures, 
balance budgets, freeze wages and salaries, and tighten 
bank credit. To encourage adoption of such measures in 
Brazil, both the International Monetary Fund and _ the 
Iexport-Import Bank have been withholding additional funds 
requested by that country until it promises to undertake a 
fiscal belt-tightening. 


A possible though politically difficult area for cutting 
yovernment expenditure was suggested by Treasury Secre- 
tary Robert B. Anderson last August at the Buenos Aires 
economic conference... Anderson proposed that O.A.S. mem- 
ber nations scrutinize their spending on the military, a 
traditionally powerful and privileged element in Latin 
countries, in an-effort “to accomplish savings that would 
make resources available .. . for the kind of constructive 
development that advances economic well-being.” 


A certain amount of basic development work has to be 
undertaken by governments in underdeveloped countries 
in order to pave the way for the kind of undertakings which 
interest priyate capital. Port development, highway build- 
ing, and similar non-profit-making projects are often neces- 
sary items in national budgets. Brazilian President Kubit- 
schek referred to such requirements when he said in a 
speech on June 23 that in Latin America’s “revolution 
of growing hopes,” vast government investments in such 
economic bases as transportation, power, and education 
are needed “before private enterprise can flourish.” 
MEASURES TO PROMOTE TRADE WITHIN LATIN AMERICA 

The point has been emphasized that rapid industrializa- 
tion, however desirable, can defeat its own purpose if accom- 
plished at the expense of agriculture. Subsidies, multiple 
exchange rates, and overly ambitious industrial planning 
can-contribute not only to present inflation but also to a 
future imbalance ‘which would handicap a country in world 
competition. Unless agricultural production keeps pace 
with industrial. gains, Latin American countries, with a 
high rate of population increase, may find themselves some 
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day as dependent on food imports as they are now on 
imports of manufactured goods. 


In the meantime, the Latin American republics have 
been encouraged not only by the United States but also by 
United Nations experts to expand trade among themselves. 
Transportation deficiencies, competition in products, and 
high protective tariffs have kept inter-Latin American trade 
down to about 10 per cent of total foreign trade. But the 
project for a European common market has spurred both 
South and Central Americans to consider similar schemes." 
If the 20 republics will consent to lower the barriers erected 
against one another’s products, the final result, O.A.S. 
experts have pointed out, will be a bigger market, greater 
diversification of exports, and more effective utilization of 
resources.'8 


Risks IN RED TRADE OVERTURES TO LATIN AMERICA 

Basic Latin American problems—such as lack of a siz- 
able commercial middle class, dependence on unstable com- 
modity prices, and a deficiency of trained engineering per- 
sonnel—make quick alleviation of the area’s growing pains 
impossible. But because the United States has emphasized 
the difficulties of industrialization and has-been reluctant 
to undertake commodity stabilization measures or a special 
Latin American development. program, Soviet trade offers 
to countries in the region have appeared highly attractive. 


The Soviet Union recently offered Brazil 200,000 tons 
of crude oil in exchange for Brazilian coffee, cocoa, and 
cotton. The Rio government, which has not yet acted on 
the proposal, is said to fear that the political repercussions 
of such a deal might outweigh its economic advantages; 
fear has been voiced also that the Soviet Union might 
attempt to dispose of the Brazilian coffee in a such a way 
as to undermine world coffee markets. Brazil broke off 
official trade relations with the Soviet Union in 1947. The 
Rio foreign ministry warned last January that Communist 
leaders were planning to use economic incentives to make 
Brazil a spearhead of Latin American hostility. to the 
United States. 


>A committee for Central American economic imtegration, representing the Cen- 
tral American governments, approved a plan for an ultimate customs union last 
February. An agreement for reciprocal allocation of new factories and reduction of 
wasteful competition in Central America was signed June 10, 1958. 

'Orvanization of American States, Liberalization of Inter-Latin American Trade 
(July 1957), pp. 16-17. 
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Communist countries have already penetrated a number 
of Latin American markets, and indications are that the 
drive is being stepped up. A study made public by the 
Committee for Economic Development on May 31 showed 
that the Reds increased their trade with Latin America, 
between 1952 and 1956, by 609 per cent, the biggest in- 
crease for any region. The East European satellites have 
taken the lead in establishing, mainly with Argentina, 
Brazil, Cuba, and Uruguay, “a network of direct agree- 
ments ... with liberal credit provisions featured.” '4 


The U.S.S.R. displaced Great Britain last year as the 
biggest purchaser of Uruguayan wool. The Soviet Union 
has contracted to purchase increasingly large amounts of 
copper wire from Chile."*>. The way has been opened for 
coffee shipments from Colombia. The Kremlin is also 
stepping up orders for Argentine meat, hides, and wool, 
and it recently agreed to sell Argentina a million tons 
of Soviet oil. It has offered also to install a tin smelter 
in Bolivia. 


The Communist trade drive, plus the demonstrated ease 
with which agitators are able to fix the blame for economic 
ills on “Yankee imperialism,” are forcing the United States 
to give greater attention to Latin American problems. 
Leaders of the neighbor republics have frequently decried 
Washington’s emphasis on the Communist threat, but in- 
trusion of that factor into the hemisphere trade scene may 
be decisive in persuading this country to yield to long- 
standing Latin American pleas for more generous terms of 
aid and trade. 


'* Committee for Economic Development, The New Role of the Soviets in the World 
Economy (1958), p. 11 

15 Copper wire. of a certain dimension is the only copper product Chile is free to 
sell to Communist countries. The government’s copper department recently urged 
revision of.a foreign aid agreement with the United States under which Chile is 
bound not to export copper to Communist-controlled countries. 
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